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REPORT TO THE STOCKHOLDERS 


Tolonial Stores Irrcornorateft 



YEAR ENDED JANUARY 1, 1944 


Norfolk, Virginia, March 15, 1944. 


To the Stockholders of 

Colonial Stores Incorporated: 


The annual report of your company for the fiscal year ended January 1, 1944, including 
financial statements, as reported upon by your independent accountants, Messrs. Peat, Marwick, 
Mitchell & Co., is presented herewith. 

OPERATIONS 

Sales for the fifty-three weeks of 1943 were $90,900,794, representing an increase of 13.45% 
over the fifty-two weeks in 1942. Approximately one-half of the increase is attributable to higher 
prices and the balance to additional volume and the extra week. 

Net income for the year was $718,581 including the post-war tax refund and, after payment 
of dividends (earned 5.2 times) on the 5% Cumulative Preferred Stock, Series “A”, was equivalent 
to $2.37 for each share of the Common Stock. Net income for 1942 was $725,885 and, after preferred 
dividends, was equivalent to $2.39 per share of Common Stock. Results for the year include a non¬ 
recurring loss of $244,273 from the sale of properties upon which, it is estimated, there was a tax 
saving of approximately $208,000. Net income for 1942 was increased by a retroactive tax credit of 
$88,024 applicable to 1941 earnings. 

The following is a condensed comparative summary of operations for 1943 and 1942: 


Sales_ 

Net profit before depreciation_ 

Appropriation for depreciation and amortization- 

Loss on sale of land and buildings-- 

Balance _ 

Estimated federal and state taxes on income_ 

Add credit for taxes applicable to 1941 earnings_ 

Net income ___ 

Net profit per $1.00 of sales- 

Per share of Common Stock: 

Federal and state income taxes_ 

Net earnings after payment of preferred dividends 


1943 

1942 

$90,900,794 

2,873,393 

467,539 

244,273 

$80,126,158 

2,383,625 

475,764 

$2,161,581 

$1,907,861 

1,443,000 

1,270,000 

718,581 

637,861 

88,024 

$718,581 

$725,885 

0.8c 

0.9c 

$5.88 

$5.18 

$2.37 

$2.39 


As pointed out in the 1942 report, the ever increasing burden of taxes has tended to limit earn¬ 
ings available for dividends to the 1940 level, notwithstanding the fact that substantial sums have 
been expended since 1939 for new stores and warehouse facilities in accordance with a comprehensive 
modernization program. Your management feels, therefore, that there is a reasonable basis for some 
tax relief under Section 722 of the Internal Revenue Code and claims for refunds of excess profits 
taxes heretofore paid have been filed. It is impossible to foresee what benefits, if any, may result. 


Regular quarterly dividends were paid, aggregating $2.50 and $1.00 per share on the preferred 
and common stocks, respectively. 

From the 5% Cumulative Preferred Stock, Series “A” 1942 sinking fund appropriation 1007 
shares were retired at a cost of $45,169.14, an average price of $44.85 per share. A balance of $19.73 
remained in the fund to which there has been added $43,716.25 (based upon the earnings for the 
year 1943) making a total of $43,735.98 which has been set aside from working capital for the 
retirement of preferred stock in 1944. 
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The first installment of $155,000 was paid to the sinking fund for the retirement of 3$4% 
Debenture Bonds on September 30, 1943 and the 1944 installment in the amount of $165,000 is 
included as a current liability in the year-end balance sheet. 

Payments under the incentive compensation plan to all full-time employees aggregated 
$297,567 of which $105,600 was paid to the principal executives. 

FINANCIAL 

The following statement, taken from the balance sheets, sets forth the principal changes in the 
company’s financial condition during the year. 



Fiscal 

Year-End 

Increase or 

Current Assets: 

1943 

1942 

Decrease 

Cash_ 

$1,994,897 

$2,482,428 

$487,531 

Accounts receivable (less reserves)_ 

363,269 

307,599 

55,670 

Inventories __ 

6,894,199 

6,049,786 

844,413 

Total current assets .—-__ 

$9,252,365 

$8,839,813 

$412,552 

Current Liabilities: 




Accounts payable ____ 

1,455,124 

1,908,263 

453,139 

Accrued liabilities _ 

401,503 

348,649 

5 2,854 

Reserve for taxes upon income___ 

1,563,483 

1,399,344 

164,139 

Sinking fund payment for debt retirement 




due within one year _ _ 

165,000 

155,000 

10,000 

Total current liabilities___.. 

$3,585,1 10 

$3,811,256 

$226,146 

Net working capital_ 

$5,667,255 

$5,028,557 

$638,698 

Other Assets: 




Investments__ _ 

129,751 

201,709 

71,958 

Post-war tax refund..... 

201,803 

98,000 

103,803 

Fixed assets, less depreciation.—.. 

2,203,986 

2,779,213 

575,227 

Prepaid and deferred charges ___ 

422,032 

387,946 

34,086 

Goodwill ......... 

2 

2 

— 

Total assets, less current liabilities*_ 

8,624,829 

8,495,427 

129,402 

*Represented by: 




Long term debt_____ 

2,480,000 

2,645,000 

165,000 

Reserves ... 

23,036 

21,402 

1,634 

Capital stock and surplus, less 




preferred sinking fund_ 

6,121,793 

5,829,025 

292,768 

Total _____ 

$8,624,829 

$8,495,427 

$129,402 


The ratio of current assets to current liabilities improved from 2.32 to 1.00 at the end of 1942 
to 2.58 to 1.00 at the end of 1943. The increase of $638,698 in working capital represents a combi¬ 
nation of asset realization and accumulation of depreciation reserves. Proceeds from the sale of ware¬ 
house, land and buildings, including the estimated tax savings, was $234,000. 

Expenditures for renewals, replacements and additions to the corporation’s physical assets 
were $169,950. 

The inventory increase is due largely to higher merchandise costs. 

The decrease in investments is the result of a life insurance policy maturity and the sale of a 
vacant plot of ground acquired many years ago as a site for new headquarters and warehouse in 
Atlanta but which later became unsuitable. 
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Undistributed net income of $336,483 (including $108,000 post-war tax refund) was added to 
earned surplus, bringing the total to $2,718,510. As stated above, $155,000 of the year’s income was 
applied to the retirement of debenture bonds and $43,716 set aside in accordance with the sinking 
fund provisions of the preferred stock. 

PROPERTIES 

Capital expenditures during the year were confined principally to such ordinary additions and 
replacements as could be made from available materials. New bread-baking ovens were obtained and 
installed in the Norfolk and Atlanta bakeries. Maintenance expenditures were moderately greater 
than in the previous year. At the end of 1943 there were 440 stores in operation of which 73 were 
Big Star supermarkets and 79 Little Star self-service stores. It was impossible under prevailing re¬ 
strictions to develop any new Big Star supermarkets, but six new Little Star self-service stores were 
added and eight of the same type stores, fully equipped with fixtures at the expense of government 
emergency housing agencies, were opened in the Hampton Roads area. Ninety-one conventional stores, 
not susceptible of economic operation under wartime conditions, were closed during the year. 

POST-WAR 

Your company is not confronted with reconversion difficulties comparable to those of many 
industrial concerns. However, reference to the appended map of the area served demonstrates the 
desirability for a greater number of stores in important parts of the territory. Plans for continued 
development have, of necessity, been held in abeyance pending the cessation of war and provision 
for necessary capital funds. 

It has long been apparent that a larger modern warehouse, promising more economical opera¬ 
tion, should be developed at the Atlanta headquarters and this need grows more urgent as the 
volume of business increases. For this reason your directors disposed of the corporation’s land, ware¬ 
house and buildings in Atlanta. The company continues to occupy these properties under a short term 
lease with renewal options. 

Substantial renewals and replacements of delivery trucks, which have already been operated 
beyond their normal life, will be required as soon as equipment is available. The increasing average 
age of the fleet results in abnormal repair costs and road failures, making it difficult to maintain 
regular delivery schedules. 

Such new stores as are opened after the war may require additional merchandise supplies. 
CONCLUSION 

In view of the acute manpower shortage, replacements of trained men lost to the military 
services must be made with inexperienced women, older men and boys. Many such replacements 
are transients, especially in congested war production centers, and the rate of turnover is too rapid 
to permit adequate training. Included among the 1572 employees who have joined the armed 
forces, five of whom have made the supreme sacrifice, is a considerable number of key men and 
department heads, so that both in the field and at headquarters the organization is finding it difficult 
to maintain satisfactory service standards. The highest skill of well trained personnel both in head¬ 
quarters and in stores would be required to cope adequately with the problems represented by the 
mass of complicated government rationing and price control regulations and the scarcity of hundreds 
of items of merchandise. In spite of this, and the importance of food distribution, the industry is not 
accorded the national preferential status given to production and processing. The splendid loyalty and 
undeviating cooperation of the fine men and women of the Colonial organization under these trying 
conditions is worthy of the highest praise. 

Respectfully submitted, 

\ —- 

President. 
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Tolcmiul Stores Jiicoiporateft 


PROFIT AND LOSS ACCOUNT 
For the Fiscal Year (53 Weeks) ended January 1, 


Net sales 


Cost of goods sold, including certain occu¬ 
pancy and buying expenses_ $ 75,923,257.80 

Selling, general and administrative expenses, 
exclusive of certain occupancy and buying 

expenses- 11,999,680.56 

Provision for depreciation and amortization 

of property, plant and equipment_ 467,539.09 


Operating Profit_ 


Other Income: 

Refund of social security taxes applicable 

to prior year- 13,817.48 

Miscellaneous_ 4,055.78 


Income Deductions: 

Interest on Fifteen-Year Debentures (in¬ 
cluding amortization of debt expenses) 105,108.14 

Loss on sale of land and buildings, $244,- 
273.33, and disposal of store fixtures, 
etc- 261,501.41 

Net Income, before Provision for 
Income and Excess Profits Taxes 


Provision for Income and Excess Profits 
Taxes (Estimated): 

Federal normal income tax and surtax ... 370,000.00 

Federal excess profits tax (less post-war 

refund, $108,000.00) _ 972,000.00 

State income taxes_ 101,000.00 


Net Income, carried to Earned 
Surplus _ 
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1944 

$ 90,900,794.94 

88 ,390,477.45 

2,510,317.49 

17,873.26 
2,528,'190.75 

366,609.55 

2,161,581.20 

1,443,000.00 
$ 718,581.20 
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Tolonial Stcn 


BALANC 
As of Jan 


ASSETS 


Current Assets: 

Cash in banks and on hand, less preferred stock sinking fund 


appropriation, $43,735.98- 

Accounts Receivable: 

Customers* accounts receivable_1- $ 175,291.86 

Claims, allowances and other trade receivables_ 98,427.19 

Insurance claims and miscellaneous receivables_ 108,425.59 

382,144.64 

Less Reserve for doubtful accounts_ 18,875.97 


Inventories: (Note “1*’) 

Stores and markets_ 

Warehouses and bakeries 
Merchandise in transit_ 


3,036,274.32 

3,497,222.64 

360,702.28 


Total Current Assets 


$ 1,994,897.32 


363,268.67 


6,894,199.24 

9,252,365.23 


Sinking Fund for Retirement of 5% Cumulative Preferred 

Stock, Series “A” (Note “2(c)”)_ 

Post-War Refund of Federal Excess Profits Tax_ 


43,735.98 

201,803.17 


Investments: 

Cash surrender value of life insurance policies 

(face amount $317,500.00)_ 119,763.98 

Investment in class “B” stock of National Food Products 
Corporation — affiliated company — at cost, less reserve, 

$22,180.50 _ 7,992.00 

Miscellaneous — at cost, less reserve, $513.93_ 1,995.00 


129,750.98 


Property, Plant and Equipment at Cost: 

Land- 

Buildings_ 

Fixtures and equipment_ 

Delivery equipment___ 

Improvements to leased premises_ 


Less Reserves for depreciation and amortization_ 

Prepaid Expenses and Deferred Charges: 

Insurance, taxes and licenses_ 

Supplies__ 

Unamortized debt expenses___ 

Miscellaneous_ 

Goodwill and Leaseholds — at Nominal Amount 


32.733.78 

86.241.79 
3,954,041.71 

369,924.67 

140,766.85 

4,583,708.80 

2,379,723.30 2,203,985.50 


141,671.20 

252,011.53 

24,950.73 

3,398.75 422,032.21 

_2.00 

$ 12,253,675.07 
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(See Notes on 
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E SHEET 
ARY 1, 1944 


LIABILITIES 

Current Liabilities: 

Accounts payable — trade_ 

Accrued Liabilities: 

Salaries and wages___ $ 98,849.63 

Social Security, withholding and other taxes_. 276,573.71 

Interest- 24,362.56 

Miscellaneous_ 1,717.23 


Provision for income and excess profits taxes (Note “4”)_ 

Liability for sinking fund installment, due September 30, 1944 

on Fifteen-Year 3^% Sinking Fund Debentures_ 

Total Current Liabilities_ 

Fifteen-Year 3^% Sinking Fund Debentures, Due October 

1. 1956 . —... 2,645,000.00 

Less sinking fund installment, due September 30, 1944, included 
in current liabilities--- 165,000.00 

Reserves for Self-Insurance of Minor Risks_ 


Capital Stock and Surplus: 

Capital Stock: (Note “2”) 

Preferred Stock: 

Authorized, 90,000 shares, par value $50.00 per share — 
issuable in series. 

Issued, 54,469 shares 5% cumulative preferred stock, series 
“A”, with purchase warrants entitling holder to purchase 
an equal number of shares of common stock_ 2,723,450.00 


Common Stock: 

Authorized, 500,000 shares, par value $5.00 per share 
(66,469 shares reserved for issuance upon exercise of 
stock purchase warrants and options) 

Issued, 245,181 shares- 1,225,905.00 

3,949,355.00 


Surplus — per accompanying statement: 

Capital surplus-_-_$ 37,663.08 

Earned surplus (Notes “3” and “4”)_ 2,178,510.80 2,216,173.88 

Contingent Liabilities (Note “4”) 


ollowing page) 
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$ 1,455,124.65 

401,503.13 

1,563,482.75 

165,000,00 

3,585,110.53 

2,480,000.00 

23,035.66 


6,165,528.88 

12,253,675.07 


A 






































To Initial Btorcs c ]nconiorated 

BALANCE SHEET, Continued 

Notes: 

1. Inventories: 

Inventories of merchandise in warehouses, bakeries and retail markets represent physical 
inventories priced at the lower of cost or market, cost being determined by the first-in, 
first-out method and market by current replacement cost. Stores inventories have been 
determined on the basis of centrally controlled perpetual inventory records of the retail 
selling value of merchandise at each store, less a percentage calculated to reduce such 
retail value to the lower of cost or market. The amounts shown by the perpetual 
inventory controls are substantiated by physical inventories at retail, taken periodically 
throughout the year. Merchandise in transit is stated at cost, which is not in excess of 
current replacement cost. 

2. Capital Stock: 

(a) Holders of the 5% cumulative preferred stock, series “A”, are entitled to preferen¬ 

ces in liquidation or redemption in the following amounts together with, in each 
case, accrued unpaid dividends thereon: Voluntary liquidation or redemption, 
$52.50 per share (aggregate $2,859,622.50); involuntary liquidation, $50.00 per 
share (aggregate $2,723,450.00). 

(b) Each share of 5% cumulative preferred stock, series “A”, carries with it a non-de- 

tachable purchase warrant entitling the holder to purchase one share of common 
stock of the company on or before December 1, 1945 at $17.00 per share; there¬ 
after and to December 1, 1947 at $19.00 per share. 

(c) There shall be set aside on or before April 1st of each year a sinking fund for the 

retirement of the 5% cumulative preferred stock, series “A”, in an amount equal 
to 20% of net earnings in excess of $500,000.00 for the preceding calendar year, 
but not more than $120,000.00 in any one year. 

(d) Options have been granted to the President and the Executive Vice-President entitl¬ 

ing them to purchase an aggregate of 12,000 shares of common stock on the terms 
set forth in the stock purchase warrants attached to the 5% cumulative preferred 
stock, series “A”, as described in paragraph (b) above. 

3. Surplus: 

(a) The terms of the indenture covering the Fifteen-Year 3^% Sinking Fund 

Debentures impose certain limitations upon the financial activities of the 
company, including restrictions as to the payment of dividends (other than stock 
dividends) or the purchase or retirement of its capital stock if such action would 
impair the specified ratios of current assets to current liabilities, working capital 
or undistributed earnings beyond stated limits. Of the earned surplus at January 
1, 1944, an amount of $1,561,741.31 is thereby restricted. 

(b) The terms of issuance of the 5% cumulative preferred stock, series “A”, provide 

that, so long as any of such stock remains outstanding, the company will not make 
any distribution to holders of the common stock in excess of net earnings after 
September 1, 1940 plus the sum of $250,000.00. 

4. Contingent Liabilities: 

(a) Federal income tax returns filed for the years 1941 and 1942 have not been 

examined by the Treasury Department. Examinations and settlements made for 
prior years indicate that allowances claimed for depreciation will be somewhat 
reduced. Based on available information, it is estimated that the maxi¬ 
mum effect of such adjustments on the accompanying financial state¬ 
ments would be to reduce depreciation reserves by $150,000.00, to 
increase liability for income taxes (less post-war refund) by $82,000.00 and to 
increase earned surplus by the net amount of $68,000.00; the net income reported 
for the year 1943 would be increased by $9,000.00. The contingent liability for 
additional taxes thus indicated would be reduced by the amount of the tax bene¬ 
fits, if any, which may ultimately be obtained through claims being filed under 
the excess profits tax relief provisions of the Internal Revenue Code. 

(b) Other contingent liabilities — claims for damages and possible additional state or 

miscellaneous tax assessments — are not considered to be significant in amount. 
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Tolonial Btores c lncorjioratefl 


SURPLUS ACCOUNTS 

For the Fiscal Year (53 Weeks) ended January 1 , 1944 


Capital Surplus 


Balance as of December 26, 1942_ 

Add Excess of par value over cost, $45,169.14, of 
1,007 shares of 5% cumulative preferred stock, 
series “A”, retired through sinking fund_ 

Balance as of January 1, 1944_ 


Earned Surplus 

Balance as of December 26, 1942_ 

Net Income for year_ 

Dividends Paid: 

5 % cumulative preferred stock, series “A” — 


$2.50 per share—--- $ 136,916.88 

Common stock — $ 1.00 per share_ 245,181.00 

Balance as of January 1, 1944_ $ 


32,482.22 

5,180.86 

37,663.08 

1,842,027.48 

718,581.20 

2,560,608.68 

382,097.88 

2,178,510.80 
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ACCOUNTANTS* REPORT 

To the Board of Directors, 

Colonial Stores Incorporated, 

Norfolk, Va. 

We have examined the balance sheet of Colonial Stores In¬ 
corporated as of January 1, 1944, and the statements of profit and 
loss and surplus for the fiscal year then ended, have reviewed the 
system of internal control and the accounting procedures of the company 
and, without making a detailed audit of the transactions, have examined 
or tested accounting records of the company and other supporting evi¬ 
dence, by methods and to the extent we deemed appropriate. Our exami¬ 
nation was made in accordance with generally accepted auditing stan¬ 
dards applicable in the circumstances and included all procedures which 
we considered necessary. 

In our opinion, the accompanying balance sheet and related state¬ 
ments of profit and loss and surplus present fairly the position of 
Colonial Stores Incorporated at January 1, 1944 and the results of 
its operations for the year, in conformity with generally accepted 
accounting principles applied on a basis consistent with that of the 
preceding year. 

PEAT, MARWICK, MITCHELL & CO. 

Philadelphia, Pa. 

March 1, 1944. 
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tolonial Stores Ifncoruorateft 

Geographical Distribution of Stores 


SCALE OF MILES 


Total Number 
of Stores 

AS OF JANUARY 1, 1944 

440 


Warehouses 
• Bakeries 
Q Headquarters 
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Tolortial Btoreo c lncorporateft 

301-323 DUNMORE STREET 
NORFOLK, VIRGINIA 
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Scott W. Allen 
Ryburn G. Clay 
John M. Foster 
Robert M. Hanes 
T. Stockton Matthews 
Jansen Noyes 


W. C. Pender 
Hunter C. Phelan 
Marion Smith 
Russell B. Stearns 
John Twohy, II 
C. T. Williams, Jr. 


Hunter C. Phelan 

Scott W. Allen_ 

J. W. Wood_ 

Joseph Seitz.— 

W. C. Pender 
R. B. Jackson_ 


OFFICERS 


_President 

Executive Vice-President 

_Vice-President 

_Vice-President 

_Secretary 

_Treasurer 


AUDITORS 

Peat, Marwick, Mitchell & Co. 


TRANSFER AGENT 

Bankers Trust Company, New York, N. Y. 
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Chemical Bank and Trust Company, New York, N. Y. 









